
Author’s Accepted Manuscript

On the correlation between commodity and equity
returns: implications for portfolio allocation

Marco J. Lombardi, Francesco Ravazzolo

PII: S2405-8513(16)30009-5
DOI: http://dx.doi.org/10.1016/j.jcomm.2016.07.005
Reference: JCOMM12

To appear in: Journal of Commodity Markets

Received date: 28 January 2016
Revised date: 20 June 2016
Accepted date: 21 July 2016

Cite this article as: Marco J. Lombardi and Francesco Ravazzolo, On the
correlation between commodity and equity returns: implications for portfolio
a l l o c a t i o n , Journal of Commodity Markets,
http://dx.doi.org/10.1016/j.jcomm.2016.07.005

This is a PDF file of an unedited manuscript that has been accepted for
publication. As a service to our customers we are providing this early version of
the manuscript. The manuscript will undergo copyediting, typesetting, and
review of the resulting galley proof before it is published in its final citable form.
Please note that during the production process errors may be discovered which
could affect the content, and all legal disclaimers that apply to the journal pertain.

www.elsevier.com/locate/jcomm

http://www.elsevier.com/locate/jcomm
http://dx.doi.org/10.1016/j.jcomm.2016.07.005
http://dx.doi.org/10.1016/j.jcomm.2016.07.005


On the correlation between commodity and equity
returns: implications for portfolio allocation ∗

Marco J. Lombardi† Francesco Ravazzolo‡

June 2016

Abstract

In recent years several commentators hinted at an increase of the correlation

between equity and commodity returns, blaming for that surging investment in

commodity-related products. This paper investigates such claims by looking at var-

ious measures of correlation, and assesses what are the implications of this for asset

allocation. We develop a time-varying Bayesian Dynamic Conditional Correlation

model and find that joint modelling commodity and equity prices produces accurate

forecasts, which lead to benefits in portfolio allocation. This, however, comes at the

price of higher volatility. Therefore, the popular view that commodities are to be

included in investment portfolio as hedging device is not grounded.
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